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1.0 It is my honour

and privilege
to welcome you all to this year's
policy seminar on the Federal
Budget. Tbe 1997 Budget seminar
is the third in the series of interagency collaboration among the
Nigerian Economic Society (NES),
National Centre for Economic
Management and Administration
(NCEMA)and the CentralBank of
Nigeria (CtsN). As usual, the aim of
the seminar is to provide an effective
forum for an objective aad

constructive appraisal of the
macroeconomic and structLrral
policies in the Budget by policy

makers, scholars and captains of
commerce and industry; in effect,

the real experts in economic

matters. As you proceed on your
demanding assignment today. let
me remind you that the document
beforeyoul thatisthe 1997 Budget,
which was produced under the
general guidance oi the Head of
State, bears the imprints of the key
economic ministries and agencies

of the Federal

Government,

including the CBN.

2.0 The Nigerian budgetary
process has indeed come a very
long way..The evoiutionary pro'cess
has not been smooth. Until the
advent of the present adminl-

continuum and cohesion. The
restoration of macroeconomic
stability in the country in the past
three years, as evidenced by the
absence of volatility in the naira
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exchange rate, significant decliire
in the rate of inflation and falling

interest rates, are positive

developments that have occurred
in response to the sustained
implementation of consistent and
cohesive policy measures.
3.0 As you may recall, between
the late 1980s and early 1990s,
the CBN had persistently expressed
concern about the undue growth in
government expenditure, firianced
mainly by the banking system and
its negative implications for the
economy. It had also advocated the
de-regulation of the interest and
exchange rate regimes. long before
these erstwhile "policy taboos"
became fashionable prescriptions
amongst Nigeiian policy makers
and public opinion leaders,
4.0 The achievement of macroeconomic stability, after several
years of persistent high rale of
inflation. fiscal deficits. Iow capacity
utilization. distress in the bapking

system. external imbalance,
exchange rate instability, turbulent

interest rate regime, duiindllng

stration, the budgeting, programming and implementation

reserves, etc. must have taken most

processes had been characterised
by fits and starts. They lacked

by surprise. How did it happen?
Was it by accident or by design?

observers of the Nigerian economy
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5.0

Tobesure. there engineering
of the economy truly started with
the irnplementation of the'.j Br-rdqet
of Renewal" in 1995. The centrepiece of the 1995 Budget.was the
adoption af the philosophy of
guided deregulation which ushered

in the

Autonomous,Forergn
Exchange, Market (AFF-M).
introduced by government gn the
recommendation of the Central
Bank of Nigeria. t.et me seize this
opportunity to express our gratitude
to the Head of state {or acceptrng
this policy initiative And advice.
6.0 Itshouldbe firmlyunderscored
tnai tne gfEM represents the major
nominal anchor for thei achievement of the'sustainable macroeconomic stability.in Nigeria, which
we are all witnessing today. The
AFEM has. inter alia. assisted in:

(a)

controlling liquidity
growth in the system: In
this contbxt, it has been
emplo_ved to sterilize the:
excess liquldity , in the
economy. ' ther"eby
reducing the growth in
m'oney supply which has,
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impacted positively on
inflationr which is down
December
1995 to 28o/o in December 1.996 and projected
to be 15olo by December
fr om 7 2.8o/o in

1997t
(b) achieving

of fiscal viability:
The AFEM is responsible
for the substantial increase
in non-oil revenue, especially the increase in
import duty collected in
1995 and 7996, when
import duty was assessed
at the AFEM exchange
rate:
(c) restoring stability in the

naira exchange rate:
Consequently, industrialists and other users of
foreign exchange could

embark on medium-tolong-term planning, rather
than chasing elusive cheap
foreign exchange;

(d) encouraging

a

realistic

beginning towards

a

sustainable import substitution drive, by inducing
manufacturers to look
inwards for the sourcing
of their raw material
requirements;
(e) enhancing the supply of
non-oil forex. thus
increasing the supply of
forex in the country; and
0 fostering allocative efficienry.
7.0 The salutary eflect of this
major poliry measure has become
more evident in terms of the overall'
budget surplus achieved in 1995,
which grew even larger in 7996.
The application of the AFEM
intervention Surplus of N38 billion
and N62 billion in 1.995 and 1996

respectively, was essentially
responsible for the realisation of
fiscal surplus of Nl. billion and N37

billion respectively in the years
under reference (Please see page
14

46. Appendix 3 of tire

Analysis by the Honourable Minister
of Finance).

advocacy for the de-regulation of
sectoral credit and interest rates
had been misconstrued bythe prrblic
as representing an anti-investment
stance. Despite the criticisms. the
CBN had persevered in its
recommendation to the Government. because it believed that it
was the right policy. Indeeci. lessons
of experience have convincecl us
that direct controls and regulations
of credit and interest rates can only
lead to gross inefficiencies. misallocation of scarce resources anci
financial dis-intermediation.
10. Available evidence indicates
that since the interest rate was
decapped in October 7996|:ty the
Govemment, on the recommendation of the CBN, banks' lending

r-rsr-ral assertion that the Nigerian economy does not respond
to market forces, is again called to
question. On the whole, while
interest rates are still negative in
real terms, it is expected that
with progressive reduction in the
rate of inflation, a state of

The

8.0 In the past three years. the

CBN by surprise. The CBN

cJ07

rate have fallen from 78'21 percent
to about 72'16 per cent per annum.

l3udget

Government has pr,trsued a. tight
fiscal stance, complemented with
appropriate monetary poiicy. The
success of this policy has been
greatly enhanced by the CBN
having increasingly and
systematically. employed the Open
Market Operations (OMO)to mop
'up excess liquidity in the sgrstem.
The OMO instrument has been
used by the CBN to infiuence the
level of aggregate liquidity in the
economy, through the purchase or
sale of securities in the money
market. The cardinal objective has
been to ensure the achievement of
price stability. The efficacy of the
OMO instrument in the past three
years in controlling the level of
money supply in the systern. has
rendered direct monetary controi
strategy no lon(er necessarv
Hence. CBN's decision to refr,md
to the banks, their Stabilisation
Securities.
9.0 Recent developments in the
interest rate regime have taken
many skeptics and critics of the

1

i

equilibrium would soon be reached
for both savers and investors in the
continued interest of the economy,
such that interest rates are at levels

that promote investments without
constituting a disincentive to save.
11. With the planned transfer of
CBN's retail banking functions to
the Commercial and merchant
Banks. the evolutionary process of
banking in the country has indeed.
come a full circle. Contrary to the
qeneralbelief. it was the CBN that
recommended the divestment of
the retail banking functions, which
were foisted on it. in 1989. The
Rank is deeply grateful to the Head

of State for accepting its recommendation. The Bank shall seize
this opportunity to restructure its
activities and to refocus on its core

central banking functions of
reguiation and supervision of the
Nigerian financial systems (including
the newiy added responsibility for
supervising the development and
snecialised banking institutions in
the country) and management of
the paymenl suslem.

1,2. In addition to its successful
macro-econornic policy prescriptions. the CBN has contribr-rted
great dealto the nation's capacitybuilding efforls and institLrtional
reforms which have yielded material
result.s for the econorny. Specia

fically, the Debt Conversion
Programme (DCP) which is
administered by the CBN i.s a multipurpose debt management initiative

aimed at reclucing the country's
debt stock. as welias inducing inflow
of foreign investments that would
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otherwise have eluded Nigeria.
Between 199 4-1996, the DCP has

been ef{ectively managed by the
CBN to cancel Nigeria's foreign
debt of $284.3 million and to
generate an aggregate investment
of

N9.3billion in the realproductive

sectors of the Nigerian economy.
While the external debt overhang
persists, let me assure you that the
CBN is not resting on its oars. It will

continue to contribute its quota in
ameliorating the debt burden.
13. The other critical institutional
reform measure that has equally
contributed to the restoration of
macro economic stability is the
enactment of the Failed Banks
Decree by this Administration, on
the joint recommendation of the
Central Bank of Nigeria and the

Nigeria Deposit

Insurance

Corporation. You may recall that

until 1994. the

prevailing

Government policy which guided
the regulatory framework of the
CBN was that "no bank should be
allowed to fail". As a result, poorly
managed and distressed bank were
extended regulatory forbearance
which helped to postpone the evil
day, but which nevertheless, led to
wide spread erosion of confidence
and financialdis-intermediation. We

deeply appreciate Government's
display of politicalwill be accepting
CUN's recommendation of the
shock therapy, designed to fully
sanitize the banking system.
Consequently, the new dictum of
allowing banks that can not swim
to sink has become a confirmed
government policy.
74. The Failed Banks Decree.
coupled with the vigorous
enforcement of the Prudential
Guidelines and the political will of
this administration have greatly
assisted in sanitizing the banking
industry by:
(a) stemming the contagion
effects of distress in the
economyt
15

(b) inducing a more professional and responsible
approach to bank lending;

(c) disqualifying unfit and
improper persons, including persons responsible
for insider abuses, on the
boards of banks - (Note: in
1996,178 Drectors were
removed from the Boards
of the Bank and blacklisted while 75 shareholders were blacklisted
by the CBN);
(d) recovering of loans and
advances which hitherto
were declared nonperforming and bad; and
(e) curbing the cankenr;orm
of insider abuse in the
banking industry.
15. As a result of the above
achievements, there has been the
restoration of some measure of
confidence in the banking system
in the last three years, as opposed
to decades of being neglected. To
further consolidate the gains so far
achieved, the Head of State, on the
recommendation of the CBN
approved the strengthening of the
capital base of the banks, by
increasing the minimum paid-up
capital requirement of commercial
and merchant banks, to a uniform
level of N500 million, with effect
from 1st January, 1.997 . The new
capital base now in place, will enable

Nigerian banks

to meet the

acceptable international standard,
as well as assist them to cope with
the risk associated with banking
business.

16. It is hoped that the resultant
restoration of stable macroeconomic environment now in
place, should, allthings being equal,

form a solid foundation for the
resumption of sustainable economic
growth and stability of the Nigerian
economy.
17. Meanwhile, both the Head of
State and the Honourable Minister

of Finance have articulated the main

policy thrust and the elements of
the 7997 Federal Budget. The
overall objectives of the p,clicy
packageare to accelerate the pace
of economic growth and development, as well as ensure price
stability and extemal sectorviability.

To achieve these laudable goals,
various poliry initiatives have been
outlined. Of particular significance
is the government's emphasis on
private sector activity and measures

to stimulate agricultural and food
production, strengthen family
income base through the establishment of viable cottage enterprises, develop the solid minerals
sub-sector while ensuring increased
competitiveness in the economy
through commercialisation,4iberalization of key public sector
enterprises.
18. Also to be noted is the
proposed setting up of the high
powered Committee, as announced
by the Head of State, to look into
the future course of the privatisation
policy. Particularly important in this
context are ventures such as: power
generation, transmission and
distribution, tele-communications,
oil and gas, petrochemicals and

hotels, etc, that will feature

prominently among the candidates
for privatisation. No doubt, private
sector involvement, both in the
proposed Committee and subsequent investment in these sectors,
would be expected.

19. This Policy Seminar

is

therefore, aimed at providing public
and private sectors managers with

the opportunity to:(i) review and appraise the
perf ormance of the
Federal Budget and the
economy in 1996 as a
background to the 1997
budget policy initiativesl
(ii) x-ray and analyse the
economic policy measures
adopted in the Budget;
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(iii)evaluate the potentiais of
the policy instruments to
achieve the desired macro
and sectoral goals within
both the short-term and
long-term framework: and
(iv) critically examine the
strategy and framework
for the successful
implementation of the
7997 policy measures,
taking into account the
absorptive capacity and
constraints of the Nigerian
economy.
20. Honourable Ministers. Distinguished Ladies and Gentlemen.

only result from sound economic
policies that are implemented with
commitment and credlbility. In this
regard, a stable macroeconomic
environment should provide the
much needed favourable condition
to attract private domestic savings
and investments, as wellas foreign
capital inflows to constitute the
engine of economic growth.
21. Itis hopedtherefore,thatyour
deliberations would go a long way,
not only to highlight the strengths
and merits of the current fiscaland

mentation of the Budget cannot be
over-emphasized. Indeed, the

monetary policies, but also their
weaknesses and shortcomings with
a view to providing insights for
future fine-tuning. In this context,
the appropriate strategies f or
effective implementation of this

prospect

year's Budget should also

the need for effective imple-

of building on the

macroeconomic stability established

discussed

during the past two years, as the
foundation for accelerated rate of
output growth and general
improvement in public welfare, can

manner.

16

in a

be

comprehensive

22. As already indicated, the
Central Bank of Nigeria was a very
strong member of the team that

participated in the formulation of
the 1997 Budget. As regards its
implementation, I want to assure

you that we are evolving

a

comprehensive framework and
strategies for the effective and
orderly implementation of the
monetary, banking and financial
policy measures therein.
Nevertheless, we shall give due
consideration to your expert views
in the interest of the economy and
the country.
23. Ladies and Gentlemen, I have
no doubt in my mind that the
carefully selected participants from
the various departments of
government, institutions of higher
learning, the financial sub-sector
and the private sector for this
seminar, are capable of performing
this arduous task of appraising,
analysing, evaluating and
examining the 7997 Budget and
making appropriate recommendations to the Authorities.

